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P‘R OCEEDTING S:

CHAIRMAN FINLEY: Good afternocon. My
name 1is Edward Finley, and with me today are
Commissioners Bryan E. Beatty,

ToNola D. Brown-Bland, Jerry C. Dockham,
James G. Patterson, Lyons Gray, and
Daniel G. Clodfelter.

I now call for Hearing Docket Nﬁmber
E-2, Sub 1142, which is the Application of Duke
Energy Progress, LLC, for Adjustment of Rates and
Charges Applicable-to Electric Utility Service in
North Carolina.

On June 1, 2017, bDuke Progress filed an
application to adjust retail rates and request for
an accounting order, along with supporting direct
testimony of 15 witnesses. By its application,
Duke requested authority to increase its retail
rates and charges to produce additional ovérall
annual North Carolina retail revenues of
approximately $477.5 million, an increase of
approximately 14.9 percent over current revenues.
In support of the requested increase, Duke Progress
stated that recent work to modérnize the eléctric

system, generate cleaner power, responsibly manage

Noteworthy Reporting Services, LLC
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and close coal ash basins, respond to major storms
like Hurricane Matthew, and continually improve
service to customers, have made a request for an
increase necessary.

As a further part of this application,
Duke Progress requested a number of accounting
orders for approval to establish regulatory assets
or liabilities.

On'June.20, 2017, the Commission issued
an order establishing general rate case and
suspending rates. On June 22, 2017, the Commission
issued its order scheduling investigation and
hearinés, establishing intervention and testimony
due dates and discovery guidelinés, and requiring
public notice. In accordance with that notice, a
number of hearings have been held at locations
around the state for the purpose of receiving
testimony from public non-party witnesses
addressing the proposed rate adjustment.

Pursuant to the Commission's
July 12, 2017, order revising procedural schedule
and requiring public notice, an evidentiary hearing
was scheduled in Raleigh beginning on

November 20, 2017, to hear the technical witnesses

(919) 556-3961
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of the parties, and that is the purpose of this

hearing that we are having today that's been
rescheduled.

On July 10, 2017, the Commission issued
an order consolidating Docket Number E-2, Sub 1131,
Duke Progress' request to defer incremental storm
damage expenses; and Docket Number E-2, Sub 1103,
Duke Progress' request to defer environmental
compliance costs into this rate case application.

On August 29, 2017, the Commission
issued an order to further consolidate the present
rate case docket with the Docket Number
E-2, Sub 1153, Duke Progress' request to iﬁplement
a job retention rider.

Interventions of parties have been filed
and granted for Carolina Utility Customers
Association; The North Carolina Waste Awareness and
Reduction Network; Carolina Industrial Group for
Fair Utility Rates II; The North Carolina
Sustainable Energy Association; The Public Works
Commission of the City of Fayetteville; The
Commercial Group; The North Carolina Electric
Membership Corporation; The Environmental Defense

Fund; The Kroger Company; Haywoocd Electric

(919) 556-3961
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Membership Corperation; The Sierra Club; The United

States Department of Defense; the rate-paying
neighﬁors; North Carolina Farm Bureau Federation;
The Nortﬁ Carolina Justice Center; North Carolina
Housing Coalition; Natural Resources Defense
Council} and the Southern Alliance for Clean
Energy; and the North Carolina.League of
Municipalities.

As directed by the Commission's
July 12, 2017, order revising procedural schedule
and requiring public notice, hearings were held for‘
the sole purpose of receiving testimony of the
witnesses.

On Tuesaay, September 12, 2017, a public
hearing was held in Richmond County Courthouse
where approximately 12 witnesses testified.

On Monday, September 25, 2017, a hearing
was held in Raleigh where we heard approximately 41
witnesses.

On Wednesday, September 27, 2017, a
hearing was held in Buncombe County where ﬁe heard
approximately 44 witnesses.

On October 11, 20i7, we had a hearing at

the Greene County Courthouse where we heard

(219) 556-3961

Noteworthy Reporting Services, LLC www .noteworthyreporting.com



10
11
12
13
14
15
le
17
18
19

20

21
22
23
24

n the Matter of Duke Enérgy Progress, LLC Session Date: 11/27/2017

Page 15

approximately 26 witnesses.

And on Thursday, October 12, 2017, we
had a hearing in New Hanover County Courthouse
where we heard approximately 21 witnesses.

On November 20, 2017, Duke Progress
filed a preliminary notice of pa;tial settlement
notifying the Commission that Duke Progress and the
Public Staff had reached a preliminary partial
settlement in principle as to certain issues in
this docket.

On November 21, 2017, the Commission
issued an order allowing testimony regarding
proposed partial settlement, directing that, at the
time thé intervenors' witnesses present their
prefiled direct testimony, they will be allowed to
supplement their prefiled direct testimony with
testimony in response to the intervenors'
settlement testimony. Further, the intervenors'
witnesses will be subject to cross examination on
their intervenors' settlement testimony, and Duke
will be -- Duke Progress will be allowed to offer
rebuttal testimony in response to the intervenors'
settlement testimony.

On November 22, 2017, Duke Progress and

[(919) 556-3961
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the Pubiic Staff filed with the Commission an

Agreement and Stipulation of Partial Settlement
with respect to a nﬁmber 0f the revenue requirement
issues presented by the Company's application,
including those arising from the supplement;l and
rebuttal testimonies and exhibits.

On November 27, 2017, the Public Staff
and Duke Progress filed supplemental testimony and
exhibits. Numeroué statements of position have
been received and filed in the official file for
this docket.

This brings us up for the hearing today.

And I remind all members of the
Commission of thelr duty to avoid conflicts of
interest and inquire if any Commissioner has any
known conflict of interest with respect to the
matters cbming before the Commission this
afternoon.

There being no conflicts, we will
proceed, and I will call on the parties to announce
their appearances, beginning with Duke Progress.

MS5. SMITH: Good afternoon, Mr. Chairman
and members of the Commission. I'm

Heather Shirley Smith appearing on behalf of Duke

(919) 556-3961
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Energy Progress. Also with us today is Bo Somers,
as well as John Burnett and Camal Robinson.

Mr. Burnett is a member of the Florida
Bar. Mr. Robinson is a member of the Massachusetts
Bar. They both have pro hac vice motions granted
for appearance in this docket. We will also have
appearing with us from the law firm of Troutman
Sanders, Kiran Mehta and Brandon Marzo, as well as
Mary Lyrne Grigg and Joan Dinsmore from
McGuireWoods, as well as Bob Kaylor. All of our
attorneys have filléd out green sheets and provided
to the court reporter.

MS. HICKS: Good afternoon. My name is
Warren Hicks, aiong with Ralph McDonald. We are
here on behalf of the Carolina Industrial Group for
Fair Utility Rates, Haywood Electric Membership
Corporation, and Piedmont Electric Membership
Corporation, which has been granted amicus status.

MR. PAGE: I am Robert Page representing
Carolina Utility Customers Association.

MS. THOMPSON: Good morning,
Mr. Chairman and members of the Commission.
Gudrun Thompson representing the North Caroclina

Justice Center, North Carolina Housing Coalition,

(919) 556-3961
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Natural Resources Defense Council, and Southern
Alliance for Clean Energy. With me are my
co—counsels David Neal and Nadia Luhr.

MS. FORCE: Good afterncon. My name is
Margaret Force for the Attorney General's Office
representing the Using and Consuming Public. And
with me today is also Jennifer Harrod and
Teresa Townsend, who will be alsoc with the Attorney
General's Office.

MR. RUNKLE: May it please the
Commission. My name is John Runkle representing NC
WARN.

MR. QUINN: Good afternoon. My name is
Matthew Quinn. I am here on behalf of Sierra Club.
Also here today are Bryan Brice, Dory Jaffey, and
Bridgett Lee, who are also attorneys on behalf of
the Sierra Club.

MR. JENKINS: Good afternoon,
Commissioners. Alan Jenkins fof the Commercial
Group.

MR. BOEHM: Good afternoon. My name is
Kuft Boehm. I'm appearing on behalf of the Kroger
Company.

MR. SMITH: Good afterncon. I'm

: (919) 556-3961
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Kyle Smith on behalf of the United States

Department of Defense and all federal executive
agencies.

MS. KEMERAIT: Good afternoon. I'm
Karen Kemerait with the law firm of Smith Moore
Leatherwood, and I'm representing the North
Carolina League of Municipalities, and with me is
Debra Ross who is also representing the North
Carolina League of Municipalities.

MR. LEDFORD: Good afternoon.
Peter Ledford with the North Carolina Sustainable
Energy Association: With me is Thad Culley of the
law firm of Keyes and Fox also representing the
Sustalnable Energy Association.

MR. FINNIGAN: Good afternoon,
Your Honors. I'm John Finnigan appearing on behalf
of the Environmental Defense Fund.

MS. JONES: Good afternoon. I'm
Kathy Crawley Jones with the Law Offices of
Bryan Brice. I'm here on behalf of the rate-paying
neighbors at the Mayo Plant and the Asheville
Plant.

MS. DOWNEY: Good afternoon,

Commissioners. Dianna Downey with the Public

(919) 556-3961
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Staff. .Appearing with me this week will be

Lucy Edmondson, David Drooz, Tim Dodge, Bob Gillam,
Heather Finnell, Wi;liam Grantmyre, and

Robert Josey. We represent the Using and Consuming
Public.

CHAIRMAN FINLEY: Are there any other
lawyers in North Carolina that aren't here? Do you
want to make statements? Any other issues you have
to address, Mr. Somers?

MS. SMITH: Well, as a preliminary
matter, we have provided a witness order for the
Commission's consideration, and there are a number
of proposed witnesses that have -- the parties have
asked to be excused. So we can take that up Now or
at the end of the day, whatever the Commission's
pleasure.

| CHAIRMAN FINLEY: Why don't we ﬁroceed
with your witnesses, and we will take them up as we
get to them.

MS. SMITH: Okay. We also have another
preliminary matter.

MR. SOMERS: Good afternoon,

Mr. Chairman. Late this morning, Duke Energy

Progress filed two settlements I would like to

: (919) 556-3961
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the Commercial Group, which i1s an association that
includes BJ's Wholesale Club, Food Lion, Ingles
Mafkets, JC Penny, Sam'é East, Target, and Walmart
Stores East. As a result of that settlement, it
resolves all issues between those parties and the
Company, with the exception of the job retention
rider.

The other settlement is with the Kroger
Company, and as a result of that settlement, it
resolves the issues between those parties, as well.
As a result of these settlements, the Company has
agreed to do two primary things. The first is to
address allocation in the SGS-TOU rate class.
Also, with the Commercial Group settlement, the
Company has agreed to work with interested
commercial and industrial customers to convene a
working group to discuss rider S8, or standby
serviceﬁ charges.

I have copies of those settlements, if
the Commission would like those. I also have
copies for counsel who did not get them earlier.

CHAIRMAN FINLEY: Pass them out, please.

(Documents are handed out.)

Noteworthy Reporting Services, LLC
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CHAIRMAN FINLEY: Any other preliminary

matters?

MS. DOWNEY: Yes. Mr. Chairman, we
would ask, at this~point,‘that the Agreement and
Stipulation of Partial Settlement be entered into
the record. 1I did want to bring to the
Commissionfs attention that we would need to file a -
corrected Settlement Exhibit 1. There were a
couple of dates in there that are incorrect, and we
need to correct a couple of things, nothing
substantive, but I do have copies of that that we
will be filing.

CHAIRMAN FINLEY: All right. No
objection, we will_receive the settlement between
the Public Staff and the Company.

{(Whereupon, Settlement Exhibit 1 was

identified as premarked and admitted

into evidence.)

CHAIRMAN FINLEY: While Ms. Downey is
passing that out, let me take up a few housekeeping
matters. We do have an overflow room, and I
understand that already we had some indication that
some of the amplification is not carried over into

the overflow room. So if you're gonna —-- Counsel

(919) 556-396]
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is gonna ask questions, please bring the mics up as
close to your mouth as yoﬁ can, please.

Also, we have a fair amount of what has
been filed under confidentiality designation in
this case. I am gonna, sort of, depend on the
parties to let me know when they are gonna ask
questions about something that is confidential or
want to introduce something into evidence that is
confidential so that we can treat it as such. It's
a ﬁit of anlimposition to have to clear the hearing
room. I don't want to have to do that, so let's
limit that to the extent we are able to. I
understand you can't do that in some situations.
And we are also going to have to be careful about
the overflow room to protect that confidentiality
in the overflow room.

We do haye a lot of witnesses, a lot of
testimony, a lot of lawyers, and so I'm gonna ask
you to please limit the sweetheart cross
examination gquestions and try to organize your
Cross examiﬁation, and to the extent you are gonna
have a cross examination exhibit, let's organize
that aﬁd let's not'fumble around with our papers,

and make the best use of our time that we can.

(219) 556-3961
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All right. Duke Progress, call your

first witness.

MS. SMITH: Okay. We would like to call

the panel of David Fountain and Laura Bateman.
DAVID FOUNTAiN and LAURA BATEMAN,
having first been duly sworn, were examined
and testified as follows:

DIRECT EXAMINATION BY MS. SMITH:

0. Mr. Fountain, please state your full name and
business address.

A. (David Fountain) My name is
David Burton Fountain. My business address is 411
Fayetteville Street, Raleigh, North Carolina.

Q. Okay. And by whom are you employed and in
what capacity?

A. (David Fountain) I am the North Carclina
president for Duke Energy.

Q.‘ And Mr. Fountain, did you cause to be

prefiled in this docket direct testimony consisting of

39 pages?
A. (David Fountain) I did.
Q. And did you cause to be prefiled in this

docket rebuttal testimony consisting of 21 pages?

A. (David Fountain) I did.

Noteworthy Reporting Services, LLC
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Q. And did you also cause to be prefiled under

the docket settlement testimony consisting of 10 pages?
- A. (David Fountain) Yes, I did.

Q. ‘Do you have any changes or corrections to
your direct, rebuttal, or settlement testimony?

A. (David Fountain) No. |

Q. And if I asked you the questions today, would
your answers be the saﬁe?

A. {(David Fountain) Yes.

MS. SMITH: Mr. Chairman, at this time I
move that the prefiled direct, rebuttal, and
settlement testimony of Mr. Fountain be copied into

" the record as if given orally from the stand.

CHAIRMAN FINLEY: All right.

Mr. Fountain's direct testimony consisting of 39
pages, his rebuttal testimony consisting of

21 pages, and his supplemental testimony consisting
of 10 pages is copied into the record as if given
orally from the stand.

(Whereupon, the prefiled direct,

rebuttal, and supplemental testimony of

David Fountain were copied into the

record as if given orally from the

stand.)

(919) 556-3961
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L INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is David B. Fountain, and my business address is 411 Fayetteville

Street, Raleigh, North Carolina 27601.

WHAT IS YOUR POSITION WITH DUKE ENERGY PROGRESS,
LLC?

I am the North Carolina President for Duke Energy Progress (“DE Progress™
or the “Company”), which is a wholly owned subsidiary of Duke Energy
Corporation, as well as Duke Energy Carolinas and Progress Energy Inc., also
wholly owned subsidiaries of Duke Energy.

BRIEFLY SUMMARIZE YOUR EDUCATIONAL BACKGROUND
AND PROFESSIONAL AFFILIATIONS.

I earned my Juris Doctor, Master of Business Administration and Bachelor of
Arts degrees from the University of North Carolina at Chapel Hill. I am also a
member of the North Carolina Bar Association and a graduate of Leadership
North Carolina,

PLEASE DESCRIBE YOUR BUSINESS BACKGROUND AND
EXPERIENCE.

I have been in my current position since September 2015. Prior to that I
served as senior vice president of enterprise legal support for Duke Energy.
From 2009 until the close of t.he. merger between Duke Energy and Progress
Energy in July 2012, I served as vice president of Progress Energy’s legal

department. I joined Carolina Power & Light in 2000 as an Associate General
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Counsel, providing support for the merger with Florida Progress, which
formed Progress Energy. In 2003, I was promoted to Deputy General
Counsel, managing the commercial transactions practice group that provided
advice and support for corporate governance and securities matters; wholesale
power, gas and coal transactions; and divestitures, mergers and acquisitions
across the enterprise. In 2008, I assumed the role of General Counsel for
corporate services for Progress Energy. Before joining the Company, [
practiced transactional and environmental law in Charlotte, NC at the
predecessor firm to McGuireWoods LLP.

WHAT ARE YOUR RESPONSIBILITIES IN YOUR CURRENT
POSITION?

I lead Duke Energy North Carolina’s regulated electric utility businesses,
which include serving approximately 1.3 million DE Progress North Carolina
electric customers. I am responsible for the Company’s rate and regulatory
initiatives, managing state and local regulatory and governmental relations,
economic development, water strategy and services, hydroelectric licensing,
aqd community affairs.

HAVE YOU ‘PREVIOUSLY TESTIFIED BEFORE THE
COMMISSION?

No, I have not testified before this Commission as a witness fof the Company,
although I have appeared before this Commission to present storm-related
impacts for both the 2016 Winter Storm Jonas and the 2016 Hurr_icane

Matthew.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to provide an overview of DE Progress’ filing,

to generally describe the teasons why the Company needs an increase in

revenues, to mtroduce the Company’s other witnesses filing direct testimony
in this case, and describe requests being made in this case and how they will
affect our customers and the State of North Carolina.

Q. WHOARE THE OTHER WITNESSES PRESENTING TESTIMONY IN
SUPPORT OF THE COMPANY’S APPLICATION IN THIS
PROCEEDING?

A. The Company’s other witnesses filing direct testimony in support of this case
are:

1. Laura A. Bateman, Director of Rates & Regulatory Planning, who
describes the results of DE Progress’ operations under present rates on
the basis of an adjusted historical Test Period (twelve months ending
December 31, 2016). Witness Bateman details ihe calculation of the
additional revenue required as a result of the investments and general
cost increases since the last DE Progress Rate Case and discusses
several pro forma adjustments to the test year operatirig expenses and
to the end of year actual rate base. Witness Bateman also explains the
calculations for various accounting requests the Company makes in its
Application, Finally, Witness Bateman details the capital structure and
embedded cost of debt used by the Company in calculating its

proposed increase.

0023
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T. Preston Gillespie Jr.,, Senior Vice President & Nuclear Chief
Operating Officer for Duke Energy, who provides an update on capital
additions in recent years, as well as key drivers impacting nuclear
operations and maintenance (“O&M”) costs. Witness Gillespie also
discusses the operational performance of DE Progress’ nuclear
generation fleet during the January 1, 2016 through December 31,

2016 Test Period (“Test Period™).

Stephen G. De May, Senior Vice President Tax and Treasurer, who

addresses the Company’s financial objectives, capital structure, and
cost of capital. Witness De May also discusses the current credit
ratings and forecasted capital needs of the Company and the
importance: of DE Progress’ continued ability to meet its financial
objectives.

David L. Doss Jr., Director of Electric Utilities and Infrastructure,
who describes the financial position of DE Progress at December 31,
2016, and the actual results of the Company’s operatlions for the Test
Period. = He also addresses -depreciation expense and nuclear
decommissioning costs.

Christopher M. Fallon, former Vice President of Nuclear
Development for Duke Energy. Witness Fallon provides background
on the nuclear development activities at the Harris Plant site (“Harris

Site Development™) submitted in this case for cost recovery.
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Janice Hager, President of Hager Consulting. Witness Hager supports
the allocation' of Company electric operating revenues and expenses,
and original cost rate base assigned to the North Carolina retail
jurisdiction and to each .customer class.

Robert B, Hevert, Partner of ScottMadden, Inc., who presents his
independent aﬁalysis of the Company’s cost of equity. Witness Hevert
discusses the Company’s requested capital structure and makes a
recommendation for an allowed return on equity (“ROE”) that is fair
and that allows the Company to both attract capital on reasonable
terms and maintain financial strength.

Retha Hunsicker, Vice President Customer Operations, Customer
Information Systems for Duke Energy. Witness Hunsicker discusses
the Company’s Customer Information Systems (“CIS”) and explains
why it is necessary to convert that CIS into a modern customer service
platform.

Jon F. Kerin, Vice President - Governance and Operations Support,

"Coal Combustion Products, who describes. the DE Progress’ ash basin

closure and compliance costs and plans, and the activities underlying
the cost.s sought for recovery in this case.

Dr. Julius (Chip) Wright, Ph.D., an environmental economist, will
testify to ratemaking policy and regulatory approaches to the recovery

of prudently incurred environmental compliance costs.
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Kimberly D. McGee, Rates & Regulatory Strategy Manager with
Duke Energy who supports the base fuel factor for base rates for all
customer classes for DE Progress.

Joseph A. Miller Jr.,, Vice President of Central Engineering and
Services, who provides an update on the Company’s fossil,
hydroelectric and solar (collectively, “Fossil/Hydro/Solar”) facilities
included for recovery in this case. Witness Miller describes capital
additions made in recent years and capital investments planned for the
upcoming years and key drivers impacting O&M costs. Witness Miller
also discusses the operational performance of the Company’s
Fossil/Hydro/Solar fleet during the Test Period.

Robert M. Simpson III, Director, Power Quality Reliability &
Integrity Engineering, who discusses the Company’s transmission and
distribution (“T&D”) system, the operation and performance of the
T&D system and the costs necessary to operate, maintain and improve
upon it, including providing detail on major grid investment initiatives.
Steven B. Wheeler, Pricing & Regulatory Solutions Director, who will
demonstrate that the rates DE Progress proposes reflect appropriate
ratemaking principles, and that they result in an equitable basis for
recovery of the Company’s revenue requirement across and within its
various rate schedules. Witness Wheeler also describes proposed
changes to the Company’s retail electric schedules and quantifies the

effect of these changes to retail customers.
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I. SUMMARY OF REQUEST

WHAT IS THE BASE RATLE ADJUSTMENT PROPOSED BY DE
PROGRESS AND WHY?

Recent work to modernize our electric system, generate cleaner power,
responsibly manage and close coal ash basins, respond to major storms like
Hurricane Matthew, and continually improve our service to customers have
made it necessary for DE Progress to request a net base rate increase in its
retail revenues of approximately $477.5 million, which represents an
approximate overall 14.9 percent increase in annual revenues,

Major generating plant additions and plant-related expenses ac;:ount for
the majority of the total additional requested annual revenue requirement. The
remainder of the requested rate adjustment is to recover costs related to
environmental requirements associated with the mandated closure of ash basins
and other net cost increases, including expenses to respond to significant storms
like Hutricane Matthew, costs for renewable purchased power investment from
Qualifying Facilities (“QFs”), deferred nuclear development costs and
investments necessary for computer information systems and other ongoing
operational costs. This increase is necessary to pay for investments to build a
cleaner, more reliable and smarter energy future in North Carolina.

In recent years, the Company has built and purchased additional
generating facilities to serve customers. The Company has invested heavily in
new gas-fueled generation, replacing half of our older, less-efficient coal-fired

generation units with state-of-the-art, cleaner burning natural gas-fueled
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plants. These new plants emit carbon dioxide at about half the rate, and
nitrogen and sulfur oxide emissions at a fraction of the rate of the units they
replaced. In addition to the $416 million invested in gas-fueled plants
discussed above, the Company has also invested $184 million in new solar
energy installations, the first solar additions to the DE Progress fleet. These
additions to the DE Progress fleet have occurred during a time when the
Company has also bef;n making other significant necessary investments in its
existing generating plants, including new pollution controls like the Zero
Liquid Discharge flue desulfurization systems for existing coal plants,
including a $141 million system at the Mayo Unit 1 facility that provides
operational flexibility and reduces environmental impact.

The Company has also started the process to ensure compliance with
state and federal regulations requiring the Company to address coal ash basin
closures at plants which have or are continuing to serve customers in North
Carolina. Additionally, we are planning for the future, starting the process of
rolling out a new customer information system to ensure the best customer
service possible. And we are starting to roll out smart meters that will help
customers more actively manage their consumption while also contributing to
a more resilient grid.

We believe these smart investments in technology, infrastructure and
environmental protection will help connect millions of our customers to the

energy future they expect.
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At Duke Energy, we know how vital electricity is to our customers and
their families, as well as our state. Customers expect us tv deliver electricily
that is safe, reliable, affordable and increasingly clean, while also making
smart investments that help communities and local economies thrive, create
jobs and opportunities, and that provide more valué every day.

Accomplishing all these critical goals requires us to make smart
investments, while also keeping rates affordable for our diverse customer
base. Because we know that energy must be affordable, and that our
investments can impact customer bills, we must always ask ourselves these
important questions — How will this investment benefit customers? How will
it benefit the communities we serve? And how will it help ensure that we meet
North Carolina’s and our customers’ present and future energy needs? Recent
work to modernize the electric system that serves our customers, generate
cleaner power, responsibly manage and close coal ash basins, respond to
major storms, such as Hurricane Matthew, and continually improve our
service to customers have made it necessary for Duke Energy to seek an
increase in customer rates to pay for these important investments.

We’ve heard from customers that they expect high quality, reliable
service, regardless of the size of their home or the town they live in. When an
outage does occur, they want to be kept informed real-time about the work we
are doing to restore their service quickly. Also, customers increasingly want
access to information about their encrgy usage and tools to manage that

energy use and save money. Meeting customer expectations also means
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managing our business responsibly — protecting the environment, complying
with the regulations that govern our business, ensuring electricity is delivered
safely to homes and businesses, and effectively meeting our obligations today,
even as we advance toward the energy opportunities of tomorrow. We do this
with a focus on efficiency and effective cost management.

We’ve worked hard to reduce our impact on the environment by
retiring older, less efficient coal plants across the Carolinas and have retired
half of our coal plants in North Carolina, with plans for an additional
retirement in the next three years. We're unleashing the power of science and
engineering to safely manage and close all of our ash basins and find new
ways to recycle the byproducts of decades of electric generation’to benefit our
economy and our State. Today, Duke Energy recycles more than 75 percent of
the coal combustion byproducts we produce in North Carolina, including
using 20 percent of coal ash for beneficiation projects as discussed by Witness
Kerin. And we have plans to reuse more in the years ahead.

We are providing customers with increasingly clean energy from new,
highly-efficient natural gas and state-of-the-art carbon-free nuclear plants and
utility-scale solar energy projects. In fact, nearly half of the electricity we
generated in the Carolinas last year came from carbon-free resources,
including hydro-electric facilities. North Carolina is now first in the nation for
per capita solar energy, and second in the nation for total installed solar
generation, and Duke Energy continues fo grow this important resource

smartly for our state. Powering the lives of North Carolina’s hard-working
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families and communities is the most important job we have. It’s the
responsibility of more than 15,000 dedicated Duke Energy employees who
live and work every day in communities across our state— in good weather and
bad. Smart investments in technology, infrastructure and environmental
protection will help connect millions of our customers to the energy future
they expect.

III.  BASE RATE REQUEST
PLEASE DESCRIBE THE COSTS DRIVING THE COMPANY’S
REQUESTED 14.9 PERCENT OVERALL ADJUSTMENT TQO ANNUAL
REVENUES.
Since DE Progress’ last rate case filed in 2012 and concluded in 2013 (%2013
Rate Case”), we have continued to invest in our facilities, equipment and
operations to better serve our customers. For ex@ple, since the conclusion of
the 2013 Rate Case, DE Progress has completed numerous nuclear, fossil,
hydro and solar projects, helping to provide customers with energy tﬁat is
more reliable, efficient.and cleaner than ever.

To advance towards a more sﬁstainable energy future, DE Progress
received Certificates for Public Convenience and Necessity for four solar
projects in late 2015 and early 2016. These projects have been completed and
add a total of 141 MWs of nameplate capacity (Warsaw, Fayetteville, Camp
Lejeune, and Eim City), providing 62 MWs of utility equivalent capacity, an
investment of $184 million. DE Progress is also accelerating the

decommissioning of older, less efficient coal fired units at our Asheville
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facility, which is driving depreciation and decommissioning costs discussed
below.

DE Progress is also taking steps to update our existing portfolio. A
significant example is the Mayo Unit 1 Zero Liquid Discharge (“ZLD”)
treatment system for flue gas desulfurization wastewater, which alone resulted
in an investment of approximately $141 million. The Mayo ZLD system
provides the station operational flexibility and reduces environmental impact.
In conjunction with the Western Carolinas Modernization Project, the
Company has begun construction on the Asheville Combined Cycle Plant (the
“Asheville CC Project”), which consists of two highly efficient 280 MW
combined cycle natural gas-fueled electric generating units with fuel backup
located in Buncombe County at the site of the Asheville Steam Electric
Generating plant. The Asheville CC Project will replace older, less-efficient
coal generation currently in operation at the site, and the Asheville CC Project
is on budget and on target to be operational by the end of 2019.
Approximately $193 million of the Asheville CC Project costs are included in
rate base in this case. We are also on schedule to complete the new Sufton
Blackstart combustion turbine (“CT”) under budget, with expected
commencement of commercial operation in June of 2017. The project
includes two new nominal 42-MW simple-cycle combustion turbine (CT)}
dual-fuel units installed at the existing L.V. Sutton Energy Complex. Our
investment in this project totaled $120 million. These units are critical

components of our ability to restart the generation system in the event of a
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unit that began operations in 2013, and only parl of the investment was
included in the last rate case. We now ask for an additk.)nal $103 million to
recover the remainder of the Sutton Combined Cycle investment.

We have gIso requested an increase to our depreciation and
decommissioning funding related to our infrastructure used to serve
customers, as well as the return on our rate base. All together, these
significant changes related to our rate base and generation, transmission, and
distribution resources make up the majority of thp requested increase.

DE Progress also seeks to recover costs incurred since January 1,.2015
through August 31, 2017 to comply with federal and state requirements
regarding closure of coal ash basins. To mitigate rate impacts to customers, we
request to recover these previously incurred expenses over a five year period
in the amount of $66.5 million per year. Based on actual coal ash expenses
incurred during the 2016 test year, the Cgmpany has also included ongoing
expenses in revenue requirements in the amount of $129.1 million, because
ash basin closure and compliance costs have become part of our ongoing
annual costs.' Including this revenue requirement will provide a measure of
predictability to customers of future coal ash expense rate drivers and we do
not expect rate changes in the future related to coal ash to be as significant as

we propose in this case. By collecting these costs as we go, with deferral

- 0039

! While the amounts related to beneficial reuse are included in this case, we believe that certain
amounts are more appropriately recovered through the fuel clause, as explained by Witness McGee.
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treatment for any over- or under-collection, our proposal helps reduce impacts
in future years.2

PLEASE DESCRIBE THE ADJUSTMENTS MAKING UP THE
REMAINING PORTION OF THE COMPANY’S BASE RATE
REQUEST.

The remainder of the Company’s base rate request include recovering severe
storm costs as discussed by Witness Simpson, especially costs incurred to
restore service from the historic impacts of Hurricane Matthew, in the amount
of $30 million per year for three years. We are also seeking the project
development costs for the nuclear development work completed for the Harris
nuclear site, as discussed by Witness Fallon, in the amount of $9 million per
year for five years. Additionally, we are seeking to include costs to implement
a new Customer Information System (“CIS™), in the amount of $8 million per
year, as discussed by Witness Hunsicker. We are also requesting an increase
to cover $30 million annually in additional qualifying facility purchased
power costs since the 2013 Rate Case. These annual costs are partially offset
by the return of a deferred tax liability to customers over the next five years
($38 million per year). Witness Bateman discusses this offset in her
testimony. |

PLEASE DESCRIBE THE NEED TO ADDRESS COAL ASH BASINS.
For decades, along with other electric utilities across the country, DE

Progress followed industry practices managing and storing coal ash consistent

2 This case excludes any fines or penalties incurred by DE Progress related to ash basin closure or
management. '
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